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1 I INTRODUCTION

2

3

4

Arizona-American has  a lready thoroughly discussed most of the  remaining issues

be tween the  pa rtie s . In its  reply brie f; the  Company will note  a ll rema ining is sues , but will focus

short-te rm debt and a lleged s ta tutory viola tions .on just two issues

5 I I RE P LY TO S TAFF

6 A S HO RT-TE RM DE BT

7

8

9

Sta ff misse s  the  point of Arizona -American's  objection to including short-te rm debt in

the  capita l s tructure . Ce rta inly, it can be  appropria te  to include  short-te rm debt, but only if it is

shown tha t:

10

11

1. The  short-te rm debt is  be ing used to finance  ra te  base , and

2. The  short-te rm de bt ba la nce  is  typica l.

12

13

14

15

16

17

18

19

20

21

22

23

24

Staff has  not sa tisfied e ither requirement.

As  discussed in Arizona -American's  brie f; the  Commiss ion de te rmines  a  utility's  cos t of

capita l to provide  investors  a  re turn on investment funds used to finance  asse ts  tha t a re  serving

customers . Short-tenn debt may appropria te ly be  included as  part of the  capita l s tructure , but

only if it is  be ing used to finance  ra te -base  asse ts . If short-te rm debt is  be ing used for other

purposes , then it should not be  included in the  capita l s tructure .

RUCO cons ide red S ta ff' s  pos ition and re jected it for jus t this  reason. For example .

RUCO unders tands  tha t Arizona-American has  begun constructing the  White  Tanks wate r-

trea tment facility. Short-te rm debt will be  used to finance  cons truction, but deve lope r

contributions  will la te r be  used to offse t much or a ll of the  cos t of the  plant.' As  a  re sult, the

Company's  short-te rm debt ba lance  will grow as  the  plant is  be ing cons tructed, but ultima te ly

much or a ll of the  cos t of the  plant will be  excluded from ra te  base . There fore , none  of the  short-

tenn debt associa ted with this  plant should be  included in the  Company's  capita l s tructure .

1 Decision No. 69914, dated September 27, 2007.



DOCKET NO. w-01303A_07-0209
Arizona -American Wa te r Company
Re ply Brie f
Page 2 of 7

1

2

3

4

5

6

7

8

9

10

11

12

S ta ff has  a lso fa iled to show tha t the  short-tenn debt ba lance  is  typica l. S ta ff has  taken a

snapshot of the  Company's  short-te rm debt ba lance  on a  particula r day. Because  of the  na ture  of

short-tenn debt, ba lances  typica lly va ry wide ly from month to month as  a  company pays  down

the  ba lance , e ithe r through cash flow or long-te rm financing, or borrows new short-te rm funds

for needs like  new construction, taxes, or other assessments.

Aga in, Arizona -American is  not philosophica lly opposed to including short-tenn debt in

its  capita l s tructure . Howeve r, if this  is  to be  done , it mus t be  done  correctly. S ta ff mus t firs t

identify and exclude  a ll short-te rm debt a ssocia ted with deve loper-funded projects  like  the  White

Tanks  plant. Second, S ta ff must de te rmine  a  typica l ba lance  of remaining short-te rm debt,

perhaps by de tennining a  yearly or rolling average  of the  debt. Because  Sta ff has  done  ne ither,

the  Commiss ion must re ject S ta ff' s  proposa l to include  short-te rm debt in Arizona-American's

capita l s tructure .

III RE P LY TO  RUCO13

14

15

16

A F IR E -F LO W S UR C HAR G E

Arizona-American has  a lready thoroughly discussed why the  Commiss ion should

approve  its  request to fund badly needed fire -flow projects  through a  surcharge  mechanism like

tha t used to fund arsenic-remedia tion projects . S ta ff and Youngtown have  each done  an

admirable  job of supporting this  reques t. No furthe r reply to RUCO on this  topic is  needed.

17

18

19

20

B C AS H WC R KING  C AP ITAL

21

RUCO has added nothing new on this  topic that has not a lready been addressed by

Arizona -Ame rica n in its  initia l brie f No furthe r re ply is  ne e de d.

22 C P RO P E RTY TAX EXP ENS E

23

24

RUCO has added nothing new on this  topic that has not a lready been addressed by

Arizona -Ame rica n in its  initia l brie No furthe r reply is  needed.
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1 D ANNUALIZE D RE VE NUE  AND E XP E NS E

2

3

4

5

6

7 E

8

9

For the  reasons  s ta ted by Arizona-American in its  initia l brie f, revenue  and expense

annua liza tion is  not appropria te . This  is  a  built-out community.

If the  Commiss ion does  decide  to include  RUCO's  revenue  annua liza tion, then it must

a lso, as  RUCO recognizes , annua lize  expenses . Although Arizona-American does  not be lieve

tha t these  annualiza tions are  appropria te , it does concede  tha t RUCO's ca lcula tions are  correct.

MIS C E LLANE O US EXP ENS E

RUCO has added nothing new on this  topic that has not a lready been addressed by

Arizona -Ame rica n in its  initia l brie f No furthe r re ply is  ne e de d.

1 0 F ACHIEVEMENT INCENTIVE PAY

1 1

1 2

1 3

1 4

1 5

1 6

1 7

RUCO fa ils  to recognize  tha t Arizona -American actua lly pays  out rewards  for hitting

earnings targets, even when the  target is nega tive net income, as long as the  Company does not

lose  even more  than budgeted. Otherwise , RUCO has added nothing new on this  topic tha t has

not a lready been addressed by Arizona -American is  its  initia l brie f

G MAINTE NANC E  E XP E NS E

RUCO has added nothing new on this  topic that has not a lready been addressed by

Arizona -Ame rica n in its  initia l brie f No furthe r re ply is  ne e de d.

1 8 H INC O ME  TAX E XP E NS E

1 9

20

Arizona-American agrees  tha t any diffe rences  with RUCO on this  topic a re  re la ted to the

partie s ' diffe rent recommended leve ls  of opera ting income.

2 1 I RATE  DE S IG N

22

23

RUCO has added nothing new on this  topic that has not a lready been addressed by

Arizona -Ame rica n in its  initia l brie f No furthe r re ply is  ne e de d.2

2 After the hearing was  over, RUCO did la te-file a  schedule setting forth its  fina l pos ition concerning ra te des ign.
However, no party has  had the opportunity to review the schedule or to cross -examine its  sponsor. Therefore, the
Commiss ion should not cons ider this  schedule.
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1 J COST OF EQUITY

2

3

RUCO has added nothing new on this  topic that has not a lready been addressed by

Arizona -Ame rica n in its  initia l brie f No furthe r re ply is  ne e de d.

4 IV REPLY TO YOUNGTOWN

5 A COMPLIANCE WITH STATE LAW

6

7

8

9

10

Youngtown alleges that: "AAW's failure to provide sufficient fire flows and fire hydrants

throughout the District violates A.R.S. §§ 40-361(B) and -334(A) & (B) ...." This is incorrect.

All tllree statutes relate to a utility's rates, charges, services, and facilities.3 This type of

legislation impermissibly infringes on the Corporation Commission's exclusive jurisdiction over

rates, charges, services, and facilities:

11

12

13

14

The  framers  of the  Arizona  Constitution crea ted the  Commiss ion in a rticle  15,

providing tha t it should have  "full power" to regula te , se t ra tes , and make  reasonable

rule s  for public se rvice  companies . The framers established the  Commission as a

separate , popularly-elected branch of sta te  government. 4

15

16

17

It was  clea rly the  policy of the  framers  of the  Constitution, and the  people  in

adopting it, to take  the  Powers  of supervis ion, regula tion and control of public

utilitie s  from the  legis la tive  branch and ves t them in the  Corpora tion Commiss ion. 5

facilities  as  will promote the safety, health, comfort and convenience of its  pa trons , employees  and the public, and as
will be in a ll respects  adequate, efficient and reasonable.

A.R.S. § 40-334(A). A public service corporation shall not, as to rates, charges, service, facilities or in any other
respect, make or grant any preference or advantage to any person or subject any person to any prejudice or
disadvantage.

A.R.S. § 40-334(B). No public service corporation shall establish or maintain any unreasonable difference as to
rates, charges, service, facilities or in any other respect, either between localities or between classes of service.

4 Arizona Corp. Com 'n v. State ex rel. Woods, 171 Ariz. 286, 290, 830 P.2d 807, 811 (1992).

5 State v. Tucson Gas, Elem. Light & Power Co., 15 Ariz. 294, 302, 138 P. 781, 784 (1914).
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Further, Section 6 of Article  15 a llows the  legis la ture  to "enla rge  the  Powers  and extend the

duties  of the  Commission, and [to] prescribe  rules  and regula tions  to govern proceedings by and

before  it." However, the  legis la ture  may not re s trict the  Commiss ion's  Powers  or dutie s .6

The  Commiss ion is  cle a rly e xe rcis ing its  e xclus ive  jurisdiction conce rning wa te r-utility

ra tes  and se rvices , particula rly concerning whether fire -flow investments  a re  needed in the  Sun

City Wa te r Dis trict. In Arizona -Ame rica n's  la s t ra te  ca se  for Sun City Wa te r, the  Commiss ion

issued ve ry specific orde rs  to Arizona -American conce rning loca l fire -flow requirements .

8

9

10

11

12

13

14

15

16

17

IT IS  FURTHER ORDERED tha t Arizona -Ame rica n Wa te r Compa ny, Inc. sha ll

form a  Fire -flow Task Force  to be  comprised of members  including, but not limited

to, a  representa tive  of the  company's  Arizona management team, representa tives

from Youngtown and Sun City, a  representa tive  of the  Sun City's  Taxpayers '

Associa tion, a  representa tive  of the  Recrea tion Centers  of Sun City, and

representa tives  from the  fire  departments  se rving Youngtown and Sun City. The

purpose  of this  Task Force  sha ll be  to de te rmine  if the  wate r production capacity,

s torage  capacity, water lines , water pressure , and fire  hydrants  of Youngtown and

Sun City a re  sufficient to provide  the  fire  protection capacity tha t is  des ired by each

community.

18

19

IT IS  FURTHER ORDERED tha t the  Fire -flow Ta sk Force  sha ll be  forme d in

November 2004.

2 0

2 1

22

23

2 4

25

2 6

27

28

29

IT IS  FURTHER ORDERED tha t the  Fire -flow Ta sk Force  sha ll submit its  findings

and proposed plan of action to the  Commission no la te r than May 30, 2005. Those

members  of the  Fire -flow Task Force  tha t do not agree  with the  findings  and

proposed plan of action may submit the ir own findings  and proposed plan of action,

but must do so by June  30, 2005.

IT IS  FURTHER ORDERED tha t Arizona -Ame rica n Wa te r Compa ny, Inc. sha ll

work in conjunction with the  fire  depa rtments  se rving Youngtown and Sun City to

tes t the  fire  hydrants  in Youngtown and Sun City in orde r to de te rmine  if those

hydrants  a re  ope ra tiona l. The  Company sha ll submit a  progress  report on April le t of

each year to the  Commission.7

6 Selective Life Ins. Co. v. Equitable LM? Assur. Soc 'y, 101 Ariz. 594, 600, 422 P.2d 710, 716 (1967).
7 Decision No. 67093, dated June 30, 2004, at 59:25 - 60:14.
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Youngtown doe s  not s ugge s t tha t Arizona -Ame rica n ha s  viola te d the  Orde r's  re quire me nts .

Furthe r, in the  e xe rcis e  of its  e xclus ive  juris diction, the  Commis s ion ha s  s o fa r not ta ke n

a  pos ition, e ithe r through rule s , or ca se  la w, whe the r a  wa te r utility ha s  a ge ne ra l duty to upgra de

its  s ys te m to me e t ne we r fire -flow s ta nda rds . It ha s  once  be fore  a ddre s s e d a  wa te r utility's

re que s t to a pprove  fire -flow inve s tme nts  in ra te  ba s e , but a pprova l wa s  only in ve ry s pe cific

circums ta nce s :

7

8

9

10

12

13

14

15

16

17

18

The  re cord he re  indica te s  tha t the  improve me nts  a re  ne ce ssa ry to e nsure  the  public

he a lth a nd sa fe ty of the  Dis trict's  ra te pa ye rs , a re  use d a nd use ful to the  ra te pa ye rs  in

the  Dis trict, a nd tha t the  Dis trict's  ra te pa ye rs  a re  la rge ly in s upport of the

improve me nts  a nd a re  willing to pa y for the m through the ir wa te r utility ra te s .8

The re fore , the  Commis s ion ha s  de te rmine d tha t the  ne e d for fire -flow inve s tme nts  s hould be

e va lua te d on a  ca se -by-ca se  ba s is , which is  e xa ctly wha t is  be ing done  in this  docke t. The

le gis la ture  ca nnot infringe  on the  Commis s ion's  e xe rcis e  of its  cons titutiona l juris diction.

The re  is  no ba s is  for Youngs town's  a lle ga tion tha t Arizona -Ame rica n ha s  viola te d a ny

s ta tute s . The  Commis s ion ha s  juris diction ove r this  ma tte r a nd ha s  e xe rcis e d it. To a ns we r the

que s tion of whe the r a  utility s hould upgra de  olde r infra s tructure  to s a tis fy mode m fire -flow

s ta nda rds  re quire s  the  Commiss ion to e va lua te  se rvice  ne e ds  a nd ra te  impa cts , both que s tions

e xc lus ive ly within  the  Com m is s ion 's  Artic le  15 juris dic tion.

19 V C O N C L U S IO N

20

2 1

22

23

For the  re a s ons  s e t forth in Arizona -Ame rica n's  te s timony a nd ple a dings , the

Commis s ion s hould a pprove  ne w ra te s  in the  S un City Wa te r Dis trict to provide  a  re ve nue

incre a s e  of $2,023,l17, us ing the  ra te  de s ign re comme nde d by S ta ff a nd the  Compa ny. The

Commis s ion s hould a ls o a pprove  Arizona -Ame rica n's  re que s ts  for a  tire -flow cos t re cove ry

24 me cha nis m a nd a  low-income  progra m.

8 Decision No. 68858, dated July 28, 2006, at 11:18-21.
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